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KEY ECONOMIC INDICATORS 


(IN BILLIONS OF U.S. DOLLARS, UNLESS NOTED) 


1990 est. 


Domestic Economy 


Population 1.65m 1.700 
Employment 654.500 670.000 
GDP 27.700 27.900 
Per Capita GDP 16.788 16.410 
Inflation 5.0% 5.5% 


Government Consolidated Accounts 


Total Public Revenue 
0i1 Income 
Non-0il Income 
Total Public Expenditure 
Recurrent Spending 
Development Spending 
Government Accounts Balance 


Balance of Payments 


Exports 15.663 
% Oil & Gas 77.5% 
Imports $ 10.133 
Trade Balance a §.535 
Current Account Balance ‘ N/A 
Balance of Payments ‘ N/A 
CB Foreign Exchange Reserves , N/A 
Avg. Exchange Rate Dh: $ s 3.671 


U.S. - UAE Trade 
U.S. Exports to the UAE 
-S. Imports from the UAE 
% Oil 
-S. Share of UAE Exports 
-S. Share of UAE Imports 


Sources: Central Bank Annual Report, 1989; Journal of the Emirates 
Industrial Bank; U.S. Department of Commerce Statistics; United Arab 
Emirates: Economic Country Profile (Economist Intelligence Unit); Gulf 
News; IMF Trade Statistics. 





INTRODUCTION 


The United Arab Emirates (UAE), located on the eastern coast of the 
Arabian peninsula, is a loose federation of seven small principalities 
whose whole area is the size of Maine. The emirates are Abu Dhabi, 
Dubai, Sharjah, Ajman, Umm al-Qawain, Ras al-Khaimah, and Fujairah. 


The area is naturally characterized by barren mountains, sand desert 
and salt flats. In the past, the economies were dependent on 
pearling, trading, and fishing. The recent exploitation of extensive 
petroleum deposits has radically transformed the area from a 
subsistence economy into a country of wealth and international 
economic significance in a very short period of time. Though social 
pressures on the old way of life are considerable, the transformation 
has been handled remarkably well. 


Every emirate is ruled by a shaikh who retains considerable autonomy 
over most local affairs, including taxation, mineral resources and 
commercial activities. Indeed, until the 1980s there was almost no 
federal regulation of business activity. 


ECONOMIC OVERVIEW 


Real economic growth in the UAE, and greatly expanded opportunities 
for U.S. business, continued during 1989 and 1990. The most visible 
markers of the overall improvements have been the dramatic increase in 
construction, greater levels of investment in industry and services, 
and an expansion of trade activity. The most important contributor of 
the economic resurgence was the invigoration of the world oil market 
Since late 1988, resulting in a substantial increase in oil output and 
prices. 


In addition, the 1988 conclusion of the regional Iran-Iraq war 
restored business confidence and led to an expansion of import demand 
in the region which overlapped to the UAE through larger reexports. 
This period also saw an enlarged emphasis on domestic investment, as 
the tenuous and fluctuating nature of world financial markets and 
exchange rates demonstrated the risks in markets abroad. The cautious 
approach of financial authorities during earlier periods of lower oil 
income has paid off. Moderate policies of budgetary expenditure 
restraint and monetary expansion, combined with the reinforcement of 
the banking system and the free exchange and trade atmosphere, have 
helped bring about recovery and economic expansion. 


Despite a pre-1989 period of declining oil income, the UAE managed a 
surplus in balance of payments both overall and on the current 
account, and was able to further pursue acquisition of foreign 
assets. A positive balance of trade enabled the UAE to once again 
enjoy a large current account surplus. In 1989, healthy oil export 
levels combined with a 21 percent unaccounted-for rise in total 
merchandise exports to $15.6 billion gave the UAE a trade balance 
surplus of $5.52 billion, up from $3.65 billion in 1988. 


The UAE's production sectors exhibited substantial growth during this 
period as well. The traditional productive industries (agriculture, 
animal and fish resources, manufacturing, and extraction industries) 
showed a growth rate of 29.9 percent in 1989. The oil and gas sector 
remained predominant with an annual growth rate estimated at 30.9 
percent. The upward trend of oil production brought estimates for the 
1989 GDP at current prices to Dh101.8 billion, up 14.9 percent from 
1988. 


* This report was prepared in July 1990. 
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In 1989, over 70 percent of the government revenues were from oil. 
There is no taxation in the UAE, aside from taxes on oil firms and 
import duties. The Emirate of Abu Dhabi contributes about 77 percent 
of the federal government's income, and Dubai contributes a little 
less than 10 percent. The federal deficit is normally covered by 
borrowing from the local banking sector and from the local government 
of the Emirate of Abu Dhabi. 


THE GOVERNMENT SECTOR 


Estimates show that the economy achieved 2 percent real growth in 
1989, resulting from both the stability of oil prices and the vitality 
of the trading sector. This growth also demonstrated the economy's 
strength in the rise of non-oil exports. 


UAE financial authorities have repeatedly called for substantial 
budget reduction to halt government over-consumption. These calls 
have been followed up by interim controls on ministries, on a 
month-by-month basis, dependent upon availability of funds. In 
1985-88, government spending represented between 18 and 20 percent of 
the GDP. The share of private consumption in the GDP rose during this 
period, from 28 to 37 percent. The government followed up on its 
policy of guidance in expenditures in 1989, and even though gross 
expenditures still showed an increase, it was a minor 2.6 percent. 
Also, with estimates of inflation averaging about 5 percent, true 
expenditures definitely have been reduced. 


TRADE 


The UAE's major exports are oil and gas, which accounted for at least 
three-fourths of the total export receipts between 1985 and 1989.. The 
major UAE imports are, in order of importance: machinery and transport 
equipment, manufactured goods (classified chiefly by materials), 
miscellaneous manufactured items, food and live animals, and chemicals. 


In the area of exports, Japan has been the UAE's leading purchaser 
(mainly of crude oil), accounting for around 40 percent of total 
exports (in terms of value) for 1987 and 1988. Other buyers of the 
1980s have been South Korea, Singapore, the United States, and Oman, 
each constituting about 3-5 percent of the UAE's export market. 
Excluding crude oil exports, Saudi Arabia, followed by other GCC 
members, is the largest importer of UAE products. For imports, the 
major suppliers have been Japan, the United States, Great Britain, 
West Germany, Italy, and France (accounting for 64 percent of total 
UAE imports). In a 1989 financial statistics report from the Central 
Bank, the UAE trade balance showed a surplus of $5.53 billion, up from 
$3.65 billion in the previous year. Crude oil's predominance as a 
determinant of UAE export performance remains clear, registering a 77 
percent share of total export earnings. The fact that this figure is 
up from 60 percent in 1988 demonstrates that the increase in income is 
a result of the rise in oil prices and rates of production. 


The non-oil sector plays a crucial role as a buffer to absorb shocks 
to the economy precipitated by reduced oil prices and revenues. For 
example, during the low period of 1985-86, when oil prices and 
revenues declined as much as 50 percent, the non-oil sector's decrease 
was limited to 5-6 percent. The rapid growth in non-oil sectors 
during the 1970s was largely a result of the establishment of a 
fundamental infrastructure for the economy (that is, banks, buildings, 
communications, and government services). 
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The 1980s witnessed the completion of this infrastructure, allowing 
the UAE to enjoy high-quality road networks, modern construction, 
technologically advanced communications, banks, schools, and 
hospitals. The UAE commitment to simultaneous solidification and 
diversification of the economy has paid off and has produced an 
economy capable of substantial levels of expansion and growth. 


THE OIL SECTOR 


Though the UAE economy underwent a somewhat turbulent period during 
the past few years, its long-term well-being still seems secure. The 
estimates of its oil reserves, which have recently been reevaluated, 
now amount to almost 100 billion barrels. At the current rate of 
extraction, these reserves will last for 200 years. 


Abu Dhabi, Dubai, and Sharjah are significant UAE oil producers. The 
UAE's strong economic growth in 1989 was a result of the increase in 
UAE oil production and the increase in oil prices. The oil sector 
witnessed extensive activities to meet the growing international 
demand. Plans are now under way for a substantial expansion of 
production from existing fields. 


THE BANKING SECTOR 


The UAE has been described as over-banked, with 48 fully licensed 
commercial banks (with 292 branches), 2 restricted license banks, and 
13 foreign banks. Most banks engage in three kinds of funding 
operations: trade finance, project (investment) finance, and consumer 
finance. Distribution among these operations is estimated at 50, 25, 


and 25 percent, respectively. Project financing has a slightly larger 
share in Abu Dhabi, whereas trade finance is dominant in Dubai because 
of its premier position as a trading center. 


Currently, UAE commercial banks provide project loans for up to five 
years. Commercial banks find it easier to finance expansion of 
projects than fund new projects that require new market studies in the 
affected business areas. Project financing continues to be dominated 
by construction loans (almost 50 percent). Manufacturing activity 
accounts for only about 10 percent of project loans. However, 
recently there has been a notable increase in financing the expansion 
of projects (cables, aluminum, oil) related to the manufacturing 
sector by domestic banks. 


GENERAL ECONOMIC OUTLOOK 


Depending upon stability in the world oil market (with respect to 
quantity and prices) and political stability in the Middle East 
region, the future economic prospects for the UAE can be considered 
very good to excellent. 


At current 3-4 percent real growth in the GDP, the UAE enjoys relative 
prosperity greater than that of any other GCC country. Its increasing 
international financial reserves of over $60 billion in 1989 enabled 
the UAE to continue internal expansion that facilitates further 
domestic economic activity. 


In addition, the UAE is quickly becoming recognized as a regional 
center for commercial promotion. The free-trade zone at Jebel Ali in 
Dubai continues to show enormous growth in the value and weight of the 
imports and exports which it handles, due largely to the generous 
incentives it offers users. The port is well located for shipping 
lines serving Western Europe, America, the Indian subcontinent, and 
the Far East. 
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IMPLICATIONS FOR THE UNITED STATES 


Opportunities for U.S. businesses expanded strongly in 1989, with U.S. 
exports increasing 42.7 percent over 1988 to reach $1.2 billion. This 
growth reflected both the relative worldwide decline in the value of 
the dollar (pegged to the UAE dirham at DH 3.673 to $1 since 1980) and 
the expanding UAE economy. The UAE remains an up-scale market with an 
appetite for leading-edge technology, a fact that should favor U.S. 
exporters. Nevertheless, aggressive marketing and a frequent 
on-the-ground presence are essential in this competitive market. 


Overall, U.S. competitiveness and quality of services have improved. 
There is significant U.S. investment in many sectors of the UAE 
economy. The United States has about a 15 percent share of the 
market; U.S. sales increased $530 million between 1988 and 1989. 


Getting into the Market. The main business centers in the UAE are Abu 
Dhabi, Dubai and Sharjah, with Dubai holding an undisputed top 
position in commerce and Abu Dhabi continuing as the center of 
financial and government activity. Sharjah is making efforts to 
attract more trade and to establish manufacturing plants. 


All individuals engaged in business are required to obtain licenses to 
operate from the municipal authorities of each emirate. Businesses 
must also register with the federal Ministry of Labor to obtain work 
permits and residency visas for their expatriate employees. In 
addition, local and foreign companies must also register with the 
Ministry of Economy and Commerce. 


BEST PROSPECTS FOR EXPORTS OF U.S. PRODUCTS AND SERVICES 


Oil Field Services and Supplies. Oil and gas field supplies and 
related services remain one of the biggest export markets for U.S. 
firms. The UAE is currently embarking on a major program to expand 
production capacity. Tenders for the import of various oil and gas 
field-related equipment/services such as spare parts, tubular goods, 
instrumentation, wellhead equipment, measuring instruments, pipes and 
fittings, and Christmas trees are regularly floated. The total value 
of oil and gas field equipment/machinery imported by the UAE in 1989 
amounted to $138.6 million, of which the U.S. share was 53.1 percent. 


An estimated 16 percent annual real growth rate is predicted for the 
next three years. 


Water Resources Equipment - Desalination. The giant industries of 
water desalination, power production, and its distribution offer 
diversified leads to U.S. firms. Sea-water desalination and 
electricity production from the UAE's 30 large to small 
power-cum-desalination plants is estimated to be about 3897 megawatts 
(MW) of electricity and 224 million gallons per day (MGPD) of 


desalinated water. Demand is constantly growing at the rate of 15-20 
percent per year. 


In order to meet requirements for water and electricity until the year 
2010, the government of Abu Dhabi is presently evaluating bids by the 
contractors for the giant Taweelah phase "B" power-cum-desalination 
complex. The plant, designed to produce 400 MW of electricity and 40 
MGPD of desalinated water will cost $762 million, with completion 
expected in 1993. Similar expansion is under way in Dubai and other 
northern emirates. The Government of Dubai is expected to award the 
contract for a $680 million, power-cum-desalination in late 1990. The 
plant, designed to produce 400 MW of electricity and 60 MGPD of 
desalinated water, is expected to be completed by the end of 1992. In 
the emirate of Sharhjah, future development plans include raising the 
water desalination capacity to 30 MGPD from the present 18 MGPD 
through two new power/water desalination plants. 
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Best prospects for U.S. firms in water resources and desalination 
include but are not limited to: consulting and engineering services, 
gas and steam turbines, diesel engines, desalination units, water 
shortage tanks, switchgears, transformers, substations, power cables, 
overhead transmission lines, boilers, and power plant maintenance. 


Medical Equipment and Services. Both the federal and local government 
authorities are committed to providing the best possible health care 
services to citizens and expatriates through 33 hospitals and 25 
clinics. UAE nationals are entitled to free medical care, and 
expatriates pay only nominal charges for specific treatments. There 
are over 7 private hospitals and 170 clinics in the UAE which together 
provide 13,200 beds. The UAE possesses some of the most modern 
medical technology. Although the medical products market is highly 
competitive, it still offers a market of $50 million per year. The 
U.S. share of the market is over 8 percent. 


Best prospects for U.S. firms exist in all medical supplies, but 
particularly in: X-ray machines, scanners, cardiology equipment; 
surgical equipment and accessories; thorasic surgery, neuro-surgery, 
and orthopedic equipment; advanced cancer treatment and analyzing 
equipment; and mobil hospitals. 


Computers and Word Process Equipment. The UAE market for computers 
and peripherals has aethecica 3 big names of the world computer 
industry, such as IBM, WANG, Digital and NCR. Importation of 
computers and parts in 1989 totaled $123.8 million, an increase of 44 
percent over 1988. This upward trend in imports provides ample 
indication of continued market growth. The U.S. share of the market 
is well over 20 percent. 


Most of the opportunities exist in super-minis, minis, micros, 
super-micros, peripherals, training, maintenance, and repair. 

Research indicates that the market in these areas is growing 

steadily. Supercomputers, however, show only a marginal growth due to 
the limited number of end-users. The overall market is composed of 
the following segments: government institutions on both federal and 


emirate level, oil companies, banks, commercial companies, industry 
and, individuals. 


Telecommunications. The telecommunications system in the UAE is among 
the most modern in the world. With the exception of some local cable 
manufacturing, all telecommunications requirements are met through 
imports. The main end-user of telecommunications equipment is the 
Emirates Telecommunications Corporation (ETISALAT), which is 
responsible for providing all telecommunications in the country. 
ETISALAT is 60 percent owned by the UAE federal government and 40 
percent by private shareholders. Other end-users include the Ministry 
of Interior, the police departments of all seven emirates, oil 
companies, and the private offices of each emirate ruler. 


In 1989, imports of telecommunications equipment totaled $376.5 
million, a 10 percent increase over 1988. The U.S. share of the 
market was 17 percent. Japan is still the leading supplier but its 
market share saw a drop from 57 percent in 1988 to 53 percent in 1989. 


Over the next three years, ETISALAT has earmarked an investment of 
$408.4 million to augment, improve, and expand its telecommunications 
network. This project will include modernization of its head offices 
in Abu Dahbi and Dubai; construction of a cable depot and cable ship 
for the maintenance of the cable system; and expansion of the fiber 
optic network. Other growth areas in this industry include: PABX 
systems, telex and fax machines, modems, coin-operated telephone 
booths, cable television network systems, and fiber optics cable. 
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Food and Live Animals. In 1989, the UAE imported $1.2 billion worth 
of food and live animals for human consumption and $165 million worth 
of beverages and tobacco. The United States has maintained its 
substantial share of the market against fierce competition from the 
United Kingdom, France, Denmark, the Netherlands, Germany, Japan, and 
other Far Eastern countries. The continuing operation of two Safeway 
outlets in Dubai and Sharjah, in addition to several American 
fast-food chains and hotels in the country, assists in increasing 
imports from the United States. 


Automobiles and Spare Parts. Export opportunities await U.S. 
suppliers in this promising industry. Passenger cars constituted the 
principal U.S. exports to the UAE in 1989 ($76 million). Other major 
exporting countries are Japan, Germany, Italy, France, and Sweden. 

The American share of the passenger car market has increased in recent 
years; the U.S. share of the automobile and spare parts industry is 
now well over 12 percent. 


Aviation Industry. Since 1956, tremendous developments have taken 
place in both the civil and military aviation industries in the UAE. 
At least seven international airports for a population of 1.5 million 
people are operational in the UAE. In addition, construction work on 
a $327 million Al-Ain International Airport is in full swing and is 
expected to be completed by 1992. 


With the construction and expansion of both new and old airports, and 
the UAE's desire to spread its wings as far as possible, the aviation 
industry offers unique trade opportunities to U.S. firms. Although 
.the emirate of Abu Dhabi is a 25 percent shareholder in Gulf Air, 


Emirates Air, with a fleet of nine airbuses, is owned by Dubai. 
Building Materials, Supplies, and Fixtures. Although most of the 
UAE's large infrastructure projects are complete, the emphasis placed 
now is on the construction of new high-rise commercial and residential 
buildings. In addition, all existing buildings which are more than 15 
years old and four stories or higher are to be demolished gradually by 
order of the municipal authorities and replaced by high-rise 
structures. These old buildings are deteriorating fast and are 


considered unsafe, as the water used in the cement mixture at the time 
of their building was high in salt content. 


Air-Conditioning and Refrigeration Equipment. Air conditioning and 
refrigeration constitute another promising market for U.S. suppliers. 
In 1988, the UAE imported $169.7 million worth of air conditioning and 
refrigeration equipment, and increase of 24 percent over 1988. 
Sixty-eight percent of these imports were for air-conditioning 
equipment and parts, and the remainder for refrigerators and 
refrigerating equipment and parts. 


In this thriving market, the Japanese have the lead with an 
approximate 30 percent share of the market, followed by the United 
States with 22 percent. Japan dominates the window and split units, 
whereas the United States is the leader in central air conditioning. 
Well-known U.S. firms such as Carrier, Trane, York, Admiral, Philco, 
Frigidaire, Kelvinator, and many more are well-established in the 
market. In the smaller refrigeration segment, the United States has 
the lead with about 35 percent of the market, followed by Japan with 
20 percent. End-users from consumers to architects and consultants 
have become more quality conscious and particular in their choices, 
but there is always room for new concepts and state-of-the-art air 
conditioning and refrigeration technology. 


* U.S. Government Printing Office : 1991 - 282-906/20047 








